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IN SEARCH OF EQUALITY:
SCHOOL FINANCE REVISITED

We are called upon to determine whether the California public school
financing system, with its substantial dependence on local property taxes
and resultant wide disparities in school revenue, violates the equal protec-
tion clause of the fourteenth amendment. We have determined that this
funding scheme invidiously discriminates against the poor because it makes
the quality of a child’s education a function of the wealth of his parents and
neighbors. Recognizing, as we must, that the right to an education in our
public schools is a fundamental interest which cannot be conditioned on
wealth, we can discern no compelling state purpose necessitating the present
method of financing. We have concluded, therefore, that such a system
cannot withstand constitutional challenge and must fall before the equal
protection clause.’

On August 30, 1971 in Serrano v. Priest, thc Supreme Court of the
State of California condemned that state’s system of financing public educa-
tion in a decision which is now ncarly historic. Every state cxcept Hawaii
presently has a system which is similar in essential aspects to the California
system and, conscquently, cvery state but Hawaii stands in jeopardy of a
Serrano-type decision. Within a few months of the decision federal courts
in Texas and Minncsota and a statc court in New Jersey rendered similar
rulings.

As is discussed below these state and federal court decisions did not
comment on a new problem in school finance: the issucs raiscd in the courts
have been before educators and legislators for most of the twenticth century.
What has been introduced by the courts is a sense of urgency about the
nced to examine alternative means of financing cducation. The courts have
declared in uncquivocal language that the inequitics in the present system
are so grcat that they arc not tolerable under the Constitution. Alternatives
must be cxplored. This report describes and examinces some of the policy
alternatives  available for implementation of an cquitable system of
school finance.
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1. Equal Education Opportunity: An Enduring Refrain *

Achicvement of some measure of cducational equality and its relation
to resource allocation were central in the thinking of those who studied and
designed the present state support systems. At the beginning of this
century Elwood P. Cubberley, who made the first comprehensive study of
state school funds, formulated basic concepts of state responsibility for
cducating its children. He determined that the state owes it to itself that
public schools be cstablished, use qualified teachers, opcratc for some
specified minimum period, and meet some state imposed requircments.
He posited:

Theoretically all the children of the state arc cqually important

and arc cntitled to have the same advantages; practically this

can ncver be quite true. The duty of the state is to sccure for

all as high a minimum of good instruction as is possible, but not

to reduce all to this minimum; to cqualize the advantages to all

as ncarly as can be done with the resources at hand: tc place a

premium on thosc local efforts which will cnable communitics to

risc above the fegal minimum as far as possible; and to cncourage

communitics to cxtend their cducational cnergics to new and

desirable undertakings.?

Cubberley evaluated state methods of distributing school funds against
his criteria and found that the uncqual distribution of wealth among com-
munitics caused uncqual burdens, that states should cqualize the excessive
burdens of communitics but that few states had just and cquitable plans
for distributing the funds they had at hand.

Harlen Updegraff surveyed financial support of New York state rural

schools in 1921 and, while maintaining that local support was fundamental,
he proposed:

The purpose of state aid should not be only to protect the state
from ignorance, to provide intelligent workers in every field of
activity, and to cducate leaders but also to guarantec to cach child.
irrespective of wherr: he happens to live, equal opportunity to that

of any other child for the cducation which will best fit him
for lifc.4

Updegrafl developed a variable level foundation program—an ap-
proach which has been introduced again in the present reform movement—
which incorporated the concepts of cqualization of educational opportunity
and reward for cffort. His proposal used a sliding scale that provided in-
creased amounts of state aid for cach increasc in millage of school taxcs
levied.

Also in the carly twenties, the Education Finance Inquiry Commis-
sion published its findings. Onc of the 13 volumes, The Financing of
Education in the State of New York, was written by George D. Strayer
and Robert Murray Haig. Their concept of cqualization of cducational
opportunity was cnunciated as follows:

There exists today and has cxisted for many ycars a movement
which has come to be known as the “cqualization of cducational

9
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opportunity” or the “cqualization of school support.” Thesec
phrascs arc interpreted in various ways: In its most extreme form
the interpretation is somewhat as follows: The state should insure
cqual cducational facilitics to every child within its borders at a
uniform cffort throughout the state in terms of the burden of
taxation; the tax burden of education should throughout the state
be uniform in relation to tax-paying ability, and the provision for
schools should be uniform in relation to the educable population
desiring education. Most of the supporters of this proposition,
however, would not preclude any particular community from
offcring at its own cxpense a particularly rich and costly cduca-
tional program. They would insist that there be an adequate
minimum offcred everywhere, the expense of which should be
considered a prior claim on the state’s cconomic resources.®

Strayer and Haig determined that state support programs should
incorporatc these clements—a uniform local tax rate in support of a
satisfactory minimum offering sct at a level which would provide the
nccessary funds in the richest district. The richest district would be
capable of raising its school moncy; deficiencies in other school districts
would be made up by the state. Strayer and Haig emphasized cqualization
of tax burden as well as cqualization of educational opportunity. They did
not, however, believe in reward for ceffort which had been advanced by
Cubberley and Updegraff and dclared:

Any formula which attempts to accomplish the double purpose of
cqualizing resources and rewarding effort must contain clements
which arc mutually inconsistent. It would appcar to be more
rational to seck to achieve local adherence to proper educational
standards by mecthods ‘which do not tend to destroy the very
uniformity of cffort called for by the doctrine of cquality of edu-
cational opportunity.*

According to Stephen Bailey, ct al. in Schoolmen and Politics, a study
of statc aid in the northeast, “. . . no single human being in the twenticth
century had a morc profound effect upon state cducational finance than
Paul R. Mort.”7 Mort accepted the concepts advanced by Strayer and
Haig and undcrtook to define what would be a “satisfactory minimum
program.” In his disscrtation published in 1926, The Mecasurement of
Educational Need, he stated:

A satisfactory cqualization program would demand that cach
community have as many clementary and high school classroora
or teacher units, or their cquivalent, as is typical for communitics
having the same number of children to cducate. Tt would demand
that cach of these classrooms meet certain requirements as to
structurc and physical environment. It would demand that each
of these classrooms be provided with a teacher, course of study,
cquipment, supervision, and auxiliary activitics meeting certain
minimum requircments. It would demand that some communities
furnish special facilitics, such as transportation.8

Mort sought objective, cquitable measures of cducational nced that
could be uscd for apportioning state school funds with a minimum of

6 4
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statc control. His formulas were based on average practice of school
districts and were weighted for relative costs of clementary and high schools
and for schools of diffcrent sizes. He also dealt with problems of determin-
ing the proportions of cost to be borne by the state and the relative local
taxpaying ability. During the 1920, the New York legislature adopted
major portions of his plan and he was employed as a consultant by a number
of states to assist in developing statc support programs.

The Strayer-Haig-Mort approach was not viewed as heing without
defects. In 1930, Henry C. Morrison wrote a book, School Revenue, in
which he noted that great incqualitics of wealth among school districts
caused great incqualitics in cducational opportunity and that attempts to
provide cqual cducational opportunitics by enlarging school districts, by
offering state cqualization funds, and Fy offering state subsidics for special
purposes had failed. Further he maintained that cducation is a state
function and local school districts failed to provide that function cfficicntly
or cquitably. Hence, he proposed that the state abolish all local school
districts and become the unit for both taxation and administzation,?
Localism was pervasive and Morrison’s ideas were far outside the main-
strcam of American thought. Thus, Strayer-Haig-Mort formulas calling for
statc support of a minimum satisfactory program which did not preclude
the offering by any community, at its own cxpense, of a rich and costly
program, but which also did not reward such an cffort, prevailed in the
development of finance programs. Much of the work in school finance over
the next two decades was in refinement and modification of Mort's design.

Growing largely out of ideas used in developing federal grants-in-aid,
the concept of combining objectives of cqualization and stimulation in the
same foundation formula gained currency in the 1940%s. In 1949, Wiscon-
sin adopted as a basic featurc of state support an cqualized percentage
matching formula, an approach which subscquently spread to other stat.s.
In theory, the state can provide complete fiscal cqualization and can join
with a locality in sharing the costs at any cxpenditure level. However,
restrictive provisions such as spccifying maximum and minimum per-
centages of sharing and placing ceilings on the level of expenditures, as well
as the failurc of legislatures to fund authorized programs fully, prevent
complete fiscal cqualization. Thus, the major state objective continucs
to be support of a minimum and inadequate foundation expenditure based
on concepts formulated at the beginning of the century.




TABLE TA—Selected Factors in Reducing the Range of Inter-
district School Expenditures

Eatios of Expenditures of 98th to 2ud Percentile
1939-40" 1949-50*  1959.60* 1966-67*
UNITED STATES.. . ... . . 15.50 5.53 3.86 3.14

North Atlantic
Connccticut o237 2.01 2.02 2.01
Dclaware . .. e 218 2.23 1.87 1.52
Maine . S ... 363 3.04 2.14 1.55
Maryland ... . .. . . 253 1.58 1.63 1.63
Mussachusctts e . 20018 2.17 1.82 1.70
New Hampshire ... .. . . 234 2.59 1.96 1.48
New Jersey - . 293 293 2.10 1.87
New York ... ... ... 4.03 2.78 1.84 1.98
Pennsylvania . ... .. = 458 3.31 1.98 1.73
Rhodelsland . .. . . ... 1.83 2.23 1.75 1.67
Vermont ’ . 3,49 2.89 2.30 1.27

Great Lakes & Plains
Nlinois ... ... 5.30 493 . 2.46
Indiana . . ... . ... 307 391 ) 1.66
lowa . ... . . 3.26
Kansas ... ... . ... . ... 5582 5.03
Michigan. ... ... .. 477 4.08 . 1.88

Minnesota ... ... . .. 750 4.33 . 1.58
Missouri 3.52 1.90

Nebraska ... .. ... . 4.40 4.04
North Dakota ... ... . . 3.88 1.68
Ohio U 2.84 . 1.87
South Dakota .. . ) 4.17 3.78 . 1.45
Wisconsin ... ... 422

See notes at end of table.




TABLE IA—Selected Factors in Reducing the Range of Inter-
district School Expenditures—Continued

Ratios of Expenditures of 98th to 2nd Percentile
1939-40'  1949-50° 1959-60" 1966-67*

Southeast
Alabama . . ... 1199 1.99
Arkansas . 1283 3.13
Florida . ... 4.8l 1.90
Georgia . . .. ... ... . 15.82 252
Kentucky . ... . . . ... 446 5.41
Louisiana .. . - 9.28 1.84
Mississippi .. - . B B 14.89
North Carolina e s 292 1.71
South Carolina ... ... . .. 9.43 4.10
Tennessee ... ................. .. 405 2.64
Virginia e 7.95 312
West Virginia. . ... .. .. 1.77 1.70

1.73 0
2.14¢
1.81

2020
2.28n
1.76»
1.76 ¢
1720
1.76 8
1.88¢
2194
1.90
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West & Southwest
Alaska . .. . 1.47 1.56
Arizona . T 3.07 . 2.03
California ... ... .. .. . . 2.17 . 2.27
Colorado ........... .. ... ... 3.36 1.75
Hawaii . ... .. ... ... ... —_ —
Idaho . . ... .. . 2.58
Montana ... ... ... . 3.53
Nevada ... ... . 2.86
New Mexico . ... . 1.91
Oklahoma .. .. . .. . ... . 2.09
Oregon . ..., . 222
TeXAS .. oo 2.57
Utah . 1.33
Washuigton e . 1.68
Wyoming . ... ... ... .. 4. 5.13

r
F N

IJIJ——-——:-‘:_.._.
SV W RN —
XD NWVW A

See notes at end of table.




TABLE 1B—Selected Factors in Reducing the Range of Inter-
district School Expenditures

Percent of School Revenuce from State Sources

1930 1940 1950° 1960 ° 1968 °
UNITED STATES .. ... 17.3% 29.2% 39.8% 39.4% 38.5%
North Atlantic
Connecticut ... .......... 8.1 8.7 23.6 34.6 339
Delaware ............ ... 87.9 84.4 83.5 82.5 71.5
Maine .. ... ... . 28.6 15.6 27.8 25.8 30.2
Maryland ........... .. 17.7 21.6 383 34.2 36.3
Massachusetts. .. .. 9.5 10.0 20.5 20.0 22.5
New Hampshire ......... 9.0 5.1 6.2 6.3 10.9 |
New Jersey .............. 212 5.5 19.0 23.7 27.1 |
New York.............. 27.6 . 33.1 40.0 39.5 453 |
Pennsylvania ... ... 13.9 21.0 35.1 45.8 42.1
Rhode Island ......... ... 8.6 10.3 20.2 23.2 30.8
Vermont ... ... 12.2 14.5 276 24.8 336
Great Lakes & Plains
Illinois ... ............ . 53 10.0 16.5 20.6 25.7
Indiana ... .......... 5.5 3.2 374 29.9 36.2
Towa .. ... 43 1.1 19.1 12.0 24.8
Kansas ... ....... ... 17 10.9 24.0 19.2 28.2
Michigan.. . ... . 18.2 41.6 53.4 43.2 420
Minnesota ... ... 20.6 31.7 36.2 39.7 43.5
Missouri ... ... 10.6 32.1 389 31.0 30.8
Nebraska ... .. ... 54 1.0 6.2 6.5 4.7
North Dakota ...... . 11.1 12.8 27.0 26.4 25.4
Ohio.. ... ... 4l 353 314 27.7 27.1
South Dakota... ..... .. 10.1 7.6 12.1 8.9 12.1
Wisconsin ... ... 17.0 17.2 17.4 22.6 28.4

Sce notes at end of table.
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TABLE IB—Selected Factors in Reducing the Range of Inter-
district School Expenditures—C ontinued

Percent of School Revenue from State Sources

1930°  1940* 1950°  1960° 1968 *

Sotutheast
Alabama.................. 40.8 54.1 71.6 65.3 56.2
Arkansas .. ... 33.7 43.2 58.1 46.6 43.2
Florida... ............. 228 50.4 50.8 56.5 43.6
Georgia ...... .. ... 35.6 56.8 57.4 64.0 57.8
Kentucky = ... ... 26.1 40.0 35.1 45.8 48.5
Louisiana ......... ... ... 26.9 52.3 69.6 70.2 58.2
Mississippi ......... ...... 33.5 37.1 47.8 56.5 48.8
North Carolina ... ... . 16.6 65.8 " 675 66.7 60.2
South Carolina ... ....... 25.5 48.6 55.2 66.6 56.7
Tennessee .................... 24.7 33.3 56.9 58.0 49.7
Virgini‘a e e, 279 31.2 39.6 37.0 35.8
West Virginia........ .. 8.3 50.7 62.7 529 50.9

West & Southwest
Alaska ... .., — — — — 43.4
Arizona .......ccooeveennn.... 19.6 18.8 338 34.0 30.8
California .................. 25.6 459 41.3 40.6 358
Colorado .......vunueeee. 3.2 5.0 20.2 19.5 23.7
Hawaii .....ccccoooevenneee.. — —_ —_ -_ —_—
Idaho .....cccoevceeeeeeee. 1.7 10.7 235 27.6 34.0
Montana ......ccoocceuennee. 14.1 7.2 253 23.6 26.7
Nevada ... ... 19.0 17.0 36.5 51.3 37.6
New Mexico ................ 21.8 45.3 86.0 74.4 62.3
Oklahoma .. ... .. 10.6 34.0 56.5 27.7 34.5
Oregon ......cecoevueeeee. 2.3 4 28.6 293 24.8
Texas .....ooomveeeee.n, 42.6 394 61.8 50.0 45.1
Utah ... ... ... 33.6 37.3 50.3 440 48.6
Washington ... 28.9 57.9 65.6 61.6 56.6
Wyoming ................... 27.1 4.3 420 475 38.2

See notes at end of table.
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TABLE IC—Selected Factors in Reducing the Range of Inter-

district School Expenditures

Number of School Districts

1931-32° 1939-40 1949-50 ¢ 1959-60° 1967-68°
UNITED STATES .. 127531 116999 83718 40 520 22010
North Atlantic
Connecticut ... 161 169 172 175 179
Delaware ........ ... 126 —b 121 94 51
Maine .. 518 510 492 461 323
Maryland ._...... . 24 24 24 24 24
Massachusetts . 355 351 351 376 406
New Hampshire .. 244 241 240 2390 183
New Jersey ............ 552 559 559 598 593
New York ........ 9 467 6433 3929 1 340 853
Pennsylvania ... .. 2587 2535 2524 1261 597
Rhode Island ......... 39 39 39 39 40
Vermont ... ... 268 —) 265 263 273
Great Lakes & Plains
Hlinois ... ............. 12070 11 996 4 880 1 685 1315
Indiana ... ......_..... 1292 1152 1056 928 395
Jowa ... 4870 4 869 4652 2022 474
Kansas .................. 8 748 7 394 5257 2610 336
Michigan ... .......... 6 965 6 466 4918 2 099 718
Minnesota ........ .. 7773 7 685 7116 2581 1150
Missouri ......... ... 8 764 8 661 6273 1921 815
Nebraska ........ ... 7244 7063 6 769 3777 2172
North Dakota ... ... 2228 2274 2250 1351 498
Ohio.. ... ... 2043 1 668 1509 936 691
South Dakota .._.._... 3433 3 429 3 401 3070 1804
Wisconsin ... 7 662 7392 5792 2877 493
Southeast
Alabama .. .. .. 112 111 108 114 118
Arkansas ... ........... 3193 2907 421 422 395
Florida ... .............. 67 67 67 67 67
Georgia ..............._. 272 1,203 186 198 195
Kentucky .. ... 384 262 237 212 199
Louisiana ........__... 66 67 67 67 66
Mississippi .......... .. 5560 4954 3673 151 149
North Carolina ... . 200 171 172 174 160
South Carolina .. .. 1792 1738 1559 108 105
Tennessee  ............ 194 162 148 153 151
Virginia ... ... 125 124 127 127 132
West Virginia ... ... 450 55 55 55 55

Sec notes at end of table.
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TABLE IC—Selected Factors in Reducing the Range of Inter-
district School Expenditures—Continued

Number of School Diswricts
1931-327  1939-40°  1949-50°  1959-60° 1967-68"

West & Southwest

Aluska.. ... ... .. _ — 27 29 27
Arizon ... ... ... . 500 405 274 305 297
California .._....... ... 3589 2993 2 381 1721 1 105
Colorado _............... 2041 1 868 1533 522 181
Hawaii ... ... —_ —_ —_ _ —_
Ildaho .................... 1418 1195 810 156 117
Montana _................ 2439 2 066 1 381 1234 840
Nevada... ... 266 255 196 17 17
New Mexico ........... 98 1 730 107 91 90
Oklahoma .. ... 4933 4174 2176 1322 949
Oregon .. ... 2234 2015 1179 572 376
Texas ... oooeevereneen. 7932 5664 3324 1 581 1273
Utah ... ... 40 40 40 40 40
Washington ..._........ 1792 1411 591 425 341
Wyoming .............. 400 375 316 223 180
Sources:

' John K. Norton and Eugene S. Lawler, An Inventary of Public Schoal Expendi-
tures in the United States. American Council on Education, 1944,

“Clayton D. Hutchins and Albert R. Munse, Expenditures for Education at the
Midcentury, U.S. Office of Education, 1953,

*Forrest W. Harrison and Eugene P. McLoone, Profiles in Schoal Suppart.
U.S. Office of Education, 196S5.

' Compiled from data in 1967 Census of Gavernments. U.S, Bureau of Census,
1967.

*Council of Chief State School Officers, Education in the States: Nationwide
Development Since 1900, Washington: National Education Association, 1969,

*U.S. Office of Education, Statistics of State Schoal Svstems, 1967-68, Wash-
ington: Government Printing Office, 1970.

FUS. Office of Education, Statistics of State Schoal Svstems, i961-62. Wash-
ington: Government Printing Office, 1964,

“NEA Research Division, “Trends in Number of School Districts,” Research

Memo 1959-31. Washington: National Education Association, 1959,

* Based on estimated 2nd percentile figures.

* Inconsistent data.

“ In those instances where 2 or more schoo! districts have organized into jointures
for purposes of operating schools, the larger operating unit is the unit counted here.
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TABLE II—Per Pupil Expenditure at Selected Percentiles—
1966-67

2nd 50th 75th
UNITED STATES $294 $523 $666

North Atlantic

Connecticut ._..........cccoccceeee.. 364 503 560
Delaware ... 455 541 581

256 334 372
Maryland ... ... ... 360 501 543
Massachusetts ... ... ... ... 395 509 555
Nzw Hampshire 405 552 579
Newlersey ..................... 466 602 671
New York ........................ 707 872 963
Pennsylvania 455 585 675
Rhode Island ... .................... 355 476 537
Vermont 550 695 695

Great Lakes & Plains
Hlinois .. oo .. 396 535 546
Indiana 404 540 584
- 352 520
387 499
Michigan 431 589 636
Minnesota ................. oo 460 611 646
Missouri . 406 543 557
Nebraska - 465
North Dakota ......................... 353 461 544
360 494 550
South Dakota ........................ 403 503 530
Wisconsin 546

Sce notes at end of table.




TABLE II—Per Pupil Expenditure at Selected Percentiles—
1966-67—Continued

2nd 50th 75th 90th 98th

Southeast

Alabama ... ... I . 257w 361 393 424 444
Arkansas ... ... 2540 347 389 474 544
Florida . ... ... 355 475 523 545 642

264 415 448 487 532
Kentucky : . 262t 415 455 485 598
Louisiana ... S 335 459 510 547 589
Mississippi .. ... ... ... .. 254" 308 355 375 447
North Carolina . 283 -85 418 448 488
South Carolina ... .. .... . 252 338 382 420 443
Tennessee . ... . .. .. 265n 357 384 412 497
Virginia . ... oo 285 404 457 528 625
West Virginia ... 278 » 428 461 490 529

West & Southwest
. 510 716 769 785 796
Arizona ... ... .. 364 581 635 701 740
California.... ..................... 408 619 686 748 925
Colorado ......cooocevcc . 395 521 625 649 691
Hawait ... ... _— —_ — —_
. 300« 425 436 448 516
Montana .......cccccco...oo...... 410 519 540 564 592
505 537 539 547 575
New Mexico ... ..o ... 452 501 548 654 739
Oklahoma ................. ... 283 n 452 477 491 499
Oregon ......_........ e . 551 627 659 686 741
Texas ..o oo . 305 0 429 469 519 567
Utah .o . 450 479 516 539 596
Washington . .._................ 316" 546 616 644 696
Wyoming 521 533 906 940

Source: Compiled from data in 1967 Census of Governments. U.S. Bureau of
Census, 1967.

* Estimated.

Source: Compiled from data in 1967 Census of Governments. U.S. Bureau of
Census, 1967.

* Estimated.
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School systems historically have been accorded :--.ess to vastly
different resources and have made varying degrees of tax cffort. While both
factors account for observablc differences in expenditurcs, numcrous studics
have shown an almost perfect correlation between wealth and the expendi-
tuze level of school districts, For cxample, data in 1968-69 from two
districts cach—representing onc rich and onc poor—in California and
Maryland illustratc this classic correlation.

District Per Pupil
State Locality Wealth Tax Rate Expenditure

California  Beverly Hills Unified  $50 885 $2.38 $1232
Baldwin Park Unificd 3697 5.48 577
Maryland Montgomery County 30349 2.28 876
Calvert County 13 357 2.26 584

The rcasons state support systems fail in their attempts to overcome the

relationship between wealth and expenditure arc obvious. The maximum
amount the statc assures cach district to provide the basic program
consistently falls far short of the costs of necessary educational services.
For intance, California®s maximum amount is only $355 per clementary
pupil, Maryland’s only $370. Districts raisc moncy locally to meet cduca-
tional costs which cxcced the foundation guarantce. Table Il outlines
the predictable result in five hypothetical districts. Rich districts spend
more dollars for the cducation of their children, poor districts spend
considerably less.
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III. School Finance Reform Today: A New Approach

During the 1960's, the fact that the public schools were proving
unable to provide a mcaningful cducation for the children of the poor
and racial minoritics became all too evident. State school finance systems
which allocate resources in a manner to favor the wealthy and penalize
the poor appearcd unjustifiable. In 1965, Professor Arthur E. Wise
advanced the thcory that the constitutionality of state support programs
could be challenged under the Equal Protection Clause of the Fourteenth
Amendment."

Challenge in the Courts

The constitutional argument revolves around state classification of
persons. The Fourteenth Amendment is concerned with state action as it
affects individuals and states in part that no state shall “. . . deny to any
person within its jurisdiction the cqual protection of the laws.” Courts have
not construcd the “cqual protection” clausc as requiring identical treatment
for all, but rather as rcquiring a “rcasonable” classification for any statc
action or system which treats individuals differently—*reasonable” to the
extent that therc is a rational conncction between a legitimate legislative
purposc and the mcans of classification. Classification can bc on the basis
of almost any attribute.

Historically the Supreme Court has been reluctant to overturn state
statutory classifications cven though the basis may not be the most rational
nor the wisest, preferring to defer to legislative expertise. In recent years,
however, Icgislative classification in certain arcas affecting a “fundamental
interest” is no longer always given the benefit of the doubt by the Court
and must face the test of a “compelling state interest.” Criminal justice
as it affects indigent defendants and voting rights are two such areas. And,
at least one ground for classification for a particular purpose is no longer
constitutionally permissible: classification by race for thc purpose of
segregation. The holdings of the Court in these important areas—vnting
rights, criminal justice, and racc—suggest the rationale for the proposition
that state finance systems which deny cquality of cducational opportunity
to children in poor districts may be a denial of cqual protection.

Scveral law suits were initiated—most notably in Detroit, Michigan;
Chicago, Illinois; Bath County, Virginia; San Antonio, Tcxas; and Los
Angcles, California. The Chicago and Bath County suits procceded
rapidly through the federal court system. In the Chicago case, Mclnnis v.
Ogilvie, plaintiffs asked that Illinois legislation which provided for and
permitted the distribution of monics “not based upon the educational
nceds of chiidren™ and resulting in uncqual per pupil expenditures be
declared unconstitutional and also asked that “a permancnt injunction
be granted.” The three-judge federal district court dismissed the complaint
for failurc to statc a causc of action. In its dismissal the federal district
court was not unmindful of the incquitics and rccognized that therc were
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wide variations in the amount of moncy available for Hlinois school districts.
Nevertheless, the court found the Illinois statutes neither discriminatory
nor arbitrary and further stated that it could discern no “judicially
manageable standards™ upon which to grant relief. The US. Supreme
Couri summarily aflirmed the opinion of the district court. The Bath
County casc mct a similar fate. In the mcantime the Los Angeles case,
Serrano v. Priest, was making its way through the California state courts
and had been dismissed by two lower courts without an opinion other than
a citation to Mclnnis v. Ogilvie. By the time the casc reached the Supreme
Court of California the issuc of defining students’ educational nceds had
been side stepped by the plaintiffs in favor of a showing of cconomic
discrimination in linking the quality of a child's education program to the
wealth of his school district,

The Serrano Decision

In determining that the California state system of school finance is
unconstitutional, the California Court may have handed down a landmark
decision. Unfortunatcly, this decision has been widely reported as holding
that the property tax is unconstitutional, that a uniform statewide level of
cxpenditure is required, and that such a ruling means the end of diversity
in American cducation. The decision supports none of these contentions.
What the court actually determined is that:

I. 1t is “irrefutable™ that the school financing system classifies on the
basis of wealth,

Over half of all educational revenue is raised locally by levying
taxes on real property in the individual school districts. Above -
the foundation program minimum, the wealth of a school district,
as mcasured by its assessed valuation, is the major dcterminant
of cducational c¢xpenditures. Although the amount of moncy
raiscd locally is also a function of the ratc at which the residents
of a district arc willing to tax themsclves, as a practical matter
districts with small tax bases simply cannot Icvy taxes at a rate
sufficicnt to produce the revenue that more affluent districts reap

with minimal tax cfforts. . . . Obviously, the richer district is
favored when it can provid: the same cducational quality for its
children with less tax effor .. . . affluent districts can have their

cake and cat it too . . .

2. Education is a “distincti ¢ and priccless function™ which must be
treated as a “fundamental int rest” not to be conditioned on wealth.

First, cducation is esse dial in maintaining what several commen-
tators have termed “irce enterprise democracy”—that is, pre-
serving an individual's opportunity to compcte successfully in the
cconomic marketrlace, despite a disadvantaged background.
Accordingly, the public schools of this statc arc the bright hope
for cntry of the poor and oppressed into the mainstrcam of
American socicty.
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Sccond, cducation is universally relevant. “Not every person
finds it nccessary to call upon the fire department or even the
policc in an entire lifetime. Relatively few are on welfare. Every
person, however, bencfits from cducation . . .2

Third. public cducation continues over a lengthly period of life—
between 10 and 13 years. Few other government services have
such sustainced intensive contact with the recipient.

Fourth, cducation is unmatched in the extent to which it molds
the personality of the youth of socicty. . . .

Finally, cducation is so important that the state has made it
compulsory—n-: only in the requirement of attendance but aiso
by assignment te a particular district and school. Although a
child of weal tv parents has the opportunity to attend a private
school, this frecdom is sceldom available to the indigent. In this
% ) context, it has been suggested that a child of the poor assigned
‘ willy-nilly to an inferior state school takes on the complexion of
a prisoncr, complete with a minimum sentence of 12 years.

3. No “compelling state interest™ is served by the current financing system.
The court examined two aspects of the asseried state interest “to strengthen
and encourage local responsibility.” advanced by defendants.

a. With regard to granting to local districts cffective decision-
making power over the administration of their schools, the
court said:

The individual district may well be in the best position to
decide whom to hire. how o schedule its cducational offer-
ings, and a host of other matters which are cither of significant
local impact or of such a dctailed naturc as to requirc
decentralized determination . . . the present financial system
cannot be considered necessary to further this interest. No
matter how the state decides to finance its system of public
cducation, it can still lcave this decision-making power in the
hands of local districts.

b. With regard to allowing a local district to choose how much
it wishes to spend on the cducation of its children, the
court said:

We need not decide whether such decentralized financial
decision-making is a compelling state interest, since under the
present financing system, such fiscal freewill is a crucl illusion
for the poor school districts . . . so long as the assessed
valuation within a district’s boundarics is a major determinant
of how much it can spend for its schools, only a district with a
large tax base will be truly able to decide how much it really
cares about cducation. The poor district cannot frecly choose
to tax itsclf into an excellence which its tax rolls cannot
previde. Far from being necessary to promote local fiscal
choicc, the present financing system actually deprives the less
wealthy districts of that option.®

TR e messe s e e L el

In light of the above findings the court reversed the lower court's
judgment and remanded tlee casc to the trial court.
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district channcling of all new funds into incrcased salarics and/or decreasing
teacher-pupil ratios, the Commission recommended that the state require
at least 20 percent of the local district budget be spent for purposes other
than professional salaries (i.c., administrative, certified professional, and
clerical personnel). The bulk of the revenues for cducation would come
from statewide taxes, primarily progressive individual and cornorate
income taxes and corporate franchisc tax. The Commission also recom-
mended a uniform statewide property tax to provide the remainder of
necded revenue. Structures to insure local policy control and local manage-
ment are suggested and statewide performance evaluation is prescribed.'®

The New York State Commission on Quality, Cost, and Financing of
Elementary and Sccondary Education (Fleischmann Commission). whose
report is in the process of being relcased, favors full state funding. How-
cever, the greater number of school districts. 750, and the greater range
in school expenditures, from $400 to $4,000. poses special difficultics to
statc assumption. Thus. the Commission proposcs a plan to raise expendi-
tures in the low spending districts to the 65th percentile—less federal,
special, and urban correction aid. Increases would be limited to 15 pereenit
of the basic amount per year requiring about three years to raise all districts
to this level. High spending districts would be permitted their current
expenditure level. The recommended state distribution plan would allocate
moncy to schools on the basis of enrollment and of readiness of children
for school, providing more funds for those demonstrated to be less ready.
Regional cducation centers, now being developed, would be the primary
means of providing specialized and/or particularly costly scrvices. The
revenue plan assumes greater use of progressive tax instruments and a
uniform statcwide property tax rate with staged rate adjustments up or
down.'®

Othcr approaches to state assumption of cducation costs may also be
considered. The 1959-60 decennial survey found that three principal
factors which correlated with district expenditure, in order of degree were:

Teacher Salarics. The average in any given community was
found to be almost cqual to median family
income in that community. Thus, community
ceonomic factors presumptively determine the
salary paid.

Pupil-Teacher Ratios.  In the 34 states which spccified a pupil-
teacher ratio at the time of the study. there
were in prevailing practice fewer pupils per
teacher than the number specified in the state
aid plan. Local funds cxclusively supported
the larger number of staff members.

Amount of funds spent on materials and supplics.!?
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State payment of teacher salary schedules and state purchasing of
materials and supplics, along with a more liberalized approach to staffing
ratios arc feasible steps toward leveling-up low expenditure districts and
full state assumption of cducation costs.

Finally, a budgetary approach to state distribution of funds has been
proposed by James B. Conant and by H. Thomas Jamecs, carly supporters
of full statc funding. For instance, James suggests that given the current
capacity of computers budgets for clementary and sccondary cducition
could be built in the same way as is now donc in higher cducation. That is,
“with statements of needs of children, aggregated to classrooms, aggregated
aguin to attendance centers, school districts, and finally aggregated to the
statewide budget for schools to be presented to the legislaturc . . »18

Equalized Percentage Matching'?

Equalized percentage matching permits continuation of a state and
local partnership in assuming responsibility for financing schools. The
major goals pursucd by such an approach arc support of a defined state
cducation program, fiscal contributions from statc and local tax bases,
and cqualization of district nced and ability through allocation of state
support in inverse proportion to local wealth. For analytical purposcs,
variations of cqualized percentage natching arc categorized as Straycr-Haig,
percentage equalizing, or power cqualizing,

Strayer-Haig. A single expenditure level is sct by the statc as both
a4 lloor and a cciling for joint support. The local unit must levy a
specified tax rate to participate. The yicld which that tax cffort produces
from the local tax basc is deducted from the established cxpenditure level
to determine the state allocation. This approach takes a minimum basic
program as the potential to which cqualization is achicved.

Percentage Equalizing *° or State Aid Ratio. The statc's pereentage
share in any given district’s program is computed under a formula:

district wealth per pupil

State grant — ( 1 —X ) X district expenditure

state average wealth per pupil

X is a predetermined constant which cstablishes the degree of cqualization,
The formula determines state aid in inverse proportion to a district’s tax-
paying ability and the state can, theoretically, share at that ratio in any
expenditure level decided uron locally. This approach takes the statewide
average as the potential to which cqualization is achicved.

Power Equalizing”' or Guarantced Valuation or Tax Yield per Unit
of Need. The statc guarantees that a given tax levy on district wealth will
provide a given tax yicld. The state can cither sct the tax yicld of a given
rate or cstablish a guaranteed fixed valuation per unit of nced (i.c., per pupil
or per teaching unit). The state can sct a range of levies and share in
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variablc spending levels decided upon locally. The state cither pays to or
collects from local districts the difference between the local yield from a
given tax levy and the guaranteed level of expenditure. Power Equalizing
takes the district of highest wealth as the potential to which cqualization
is achicved.

Lcgal descriptions of cqualized percentage matching often are written
much differently than the analytical modcls; however, mathematically thesc
thrce formulations arc cssentially the same. Their mathematical similarity
permits a single approach to cvaluating their adaptability in satisfying a
Serrano-type decrec.

To achieve truc fiscal cquality, and thus satisfy a wealth-frce critcria
in determining a school system’s expenditure on an cqualized percentage
matching basis, cach district must have access to the average of the toral
state cducational tax base per child. This imperative requires a statewide
rather than a fragmented local approach to raising and distributing educa-
tion monics. Both statc tax sources and tax sourccs which have been
authorized by the state for usc by local education authoritics must be
vicwed as an integral part of a total statc tax basc. This total tax base
provides a reservoir of funds for education which may be drawn upon by
the school systems in accordance with their nceds, abilitics and, if
variable level spending is allowed, their desires as mcasurcd by local
tax effort or contribution,

In designing the joint ‘program, four cssential factors nced to be
considerced. These factors arc: 1) a measure of nced, 2) a2 mcasure of
ability, 3) thc amount per unit of need that will be jointly supported
through statc and local cffort, and 4) the local cffort (tax rate or
contribution). I

A Measure of Need. Need is essentially some count of pupils and
may be the number of pupils in average daily attendance, in average daily
membership, or the number of pupils enrolled. The count can be weighted
for various cducationally rclevant factors. Many advocate weighting as an
essential step toward cquality of cducation opportunity. (Sce the discus-
sion on pages 29 and 30)

A Maeasure of Ability. Typically the mcasure of ability is an equalized
assessed rcal property measure, although several states have moved to a
combination of income and property measure. Local ability can be
adjusted for relevant factors. (Sec discussion on page 31)

The amount per unit of need to be jointly supported, i.c., the expendi-
turc per pupil, and the local effort, i.c., qualifying tax ratc or local contri-
bution, nced to be established when there is a fixed foundation program
or a cciling on the cxpenditure level or a power cqualizing schedule. These
factors nced not be determined when using open-ended cqualized percentage
matching. '

Table 1V illustrates a fully cqualized percentage matching approach
assuming the same five hypothetical districts as in Table I11.

o5 %
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The key to full cqualization is the wealthicst district. The state
cqualization pereentage is the maximum percentage of the total state and
local funds for cducation the state needs to provide to achicve full cquali-
zation. This pereentage is determined by the ratio of the wealthicst district’s
ability per unit of need to that of the state’s average ability per unit of necd.
The redistribution percentage is the smallest amount of moncy the state
nceds to handle in order to achieve equalization. For instance, presume the
most extreme circumstance of a state’s deciding that the local property
tax represented the total state tax base for cducation. In the example in
Table 1V the statc would need to redistribute 25 percent of the base
from the wealthy districts to the poor districts. The redistribution per-
centage reflects the overall distribution of wealth among the districts.

If a fixed foundation amount is imposed, the level of cxpenditure
and qualifying tax ratc nced to be determined. When cqualization is the
goal, the relationship between these two factors is such that when a
mandated tax rate is cstablished the expenditure level is automatically
determined and visa versa. Again, the key is the wealthiest district. The
ratc must be sct at the level which is required in the wealthicst district to
raisc the foundation amount: for instance, a 2 mill tax rate and an
$800 cxpenditure per pupil in the illustration. If the cxpenditure level
is set lower, for instance $600, excess locul collections in the wealthy
district must be paid to the state. If sct at a higher level, say $1,000, the
state is giving local tax relief through a $200 flat grant.

A power cqualizing schedule may also be cstablished on the basis
of the information presented in the table. The following schedule usces
the wealthicst district as the key and recognizes a relationship between the
expenditure level and the tax rate.

Tax Rate (mills) Expenditure
1.0 $ 400
1.5 600
2.0 800
2.5 1000
3.0 1200

Such a schedule avoids the problems of cxcess local collections in the
wealthy districts or “disguised™ flat grants. As proposcd. power cqualizing
would allow modification of the rclationship of the wealthiest district,
the expenditure level, and the tax rate. For cxample, a schedule might be
cstablished as follows:

Tax Rate Expenditure
1.0 $600
1.5 800
2.0 900
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This schedule would award both fat grant funds and cqualization funds
in the amounts and the pereentages set forth below:

Tax Rate Flat Grant Equalization Grant ¢ Flat o Equalization
1.0 $200 $400 1/3 2/3
1.5 200 600 174 3/4
2.0 100 800 1/9 8/9

Under such a schedule the localities that make greater tax cfforts get
proportionately less local tax relief. While this may or may not be
desirable policy, it is important to realize that such skewing is taking place.
Further, it is good to keep in mind that a number of the capricious clements
in the current formulas have evolved because state education policy makers
have failed to recognize the rclationship of wealth, cxpenditure, and tax
rates in the legislation and often arbitrarily alter individual factors without
regard for their interdependence.

There are clements which are absolutely cssential to cqualized per-
centage matching if, as a minimum, fiscal equity is the goal.

. The wealthiest district or, if school districts are excessively small
a group of the wealthiest districts, must be used to determine the
statewide cqualization percentage.

. If the state does not use the wealthivst district as the cqualization
potential, it must be willing to demand payment of excess local
collections for redistribution.

- If expenditure levels are set, the relationship between the corre-
sponding tax rate and cxpenditure level must be recognized.
whether fixed or variable.

- A realistic cducation program must be defined and the total costs
covered.

Local add-ons for cnrichment, unless equalized by the state, must

be sharply curtailed or, in the view of some, climinated altogether.

Dollar cquity in distributing cducation funds can be achicved through

state assumption of cducation costs or a joint equalization program. It can

also be achicved in a combined flat grant and cqualization program if a

state assumcs a significant portion, but not all costs, in order to grant local
tax relief.

Varying the Measures of Need and of Ability

The previous sections have been concerned primarily with methods
of scparating school finance from local wealth to establish a minimum
of fiscal cquity. Realitics in cducation require a broader approach. The
needs of children vary. Provision of educational services, and thus cduca-
tion costs, must vary accordingly. Weightings can be assigned to pupils
in the cducation program, whether fully state funded or cqualized per-
centage matching, to account for differences in cost beyond control of local
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districts. Thc rccently completed National Education Finance Project
computed the following weights from current best practices:

The weight of “1.00" is assigned to rcgular pupils in clementary
schools. If it is found that the cost of cducating exceptional pupils
is approximately twice the per pupil cost of regular pupils in
clementary schools, then the full time pupils enrolled in classcs
for the cxceptional are given the weight of “2.00.”

Educational Program Weight Assigned
Basic Elcmcentary grades 1-6 S 1.00
Grades 7-9 . ... . . . S .. 120
Grades 10-12 . e . 140
Kindergarten ... . ... .. e 130
Pre-school (3 and 4 yLar olds) ... ... . lL40
Mentally handicapped . .. 190
Physically handicapped . : ... 325
Emotionally handicapped : 2.80
Special learning disorder : .. 240
Speech handicapped : : ... 120
Compensatory cducation . . . ... 200
Vocational-technical o . ..... L8o0%=

Increased costs, cxcept as they relate to sccondary students, are
largely ignored in foundation programs, although in somec instances the
state provides additional aid through special grant programs. Some of the
cost differentials are not well accepted nor casy to apply. For instance,
compensatory cducation poses difficult problems. First, relatively large
scale programs havc obtaincd uncertain results raising scrious questions
about their cfficacy. Sccond, what arc the appropriatc criteria for identi-
fying students in nced of these programs? Sharp disagrcement occurs over
the usc of cither student achicvement test measurcs or parcntal character-
istics such as family income, level of education, being recipients of Aid to
Familics with Dependent Children (AFDC). One of the reports prepared
for the Fleishman Commission study found that AFDC students in New
York State arc only 57 percent of the number of low achicving students.
Further, twicc as many districts, including older suburban and poor rural,
in addition to the big citics arc assisted if achicvemcnt tests arc used to
identify students in nced of compensatory cducation. This study recom-
mends using test data collected on students at an carly age—certainly no
later than when they are in the third grade—to weight them in terms of
rcadincss for school.*?

Varying the measure of ability may producc a highcr degrec of cquity.
It also raiscs a number of questions. Combining income and property to
determine local ability is an attempt to take into account statce tax payments
as well as local property tax payments and is supported as a better measure
of actual ability to pay taxcs. However, this approach works only where
districts can tax both property and incomec. The combined mcasurc will
result in increased property taxes of somc because of the greater income
of others if local districts may not tax income. For instance, carned income
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in relation to property value tends to be low for agriculture and high for
services: the relative ability of districts with these types of local economics
shifts under a combined measure.,

Recognition of variations in provision of other general public services
may bc a factor in determining local ability. Non-school usc of revenues
(e.g., police, sanitation) has been demonstrated to take a far greater
share of the funds of big citics than those of surrounding suburbs. How-
cver, somc feel that taking “‘municipal overburden™ into consideration in
the school formula is too indirect and rccommend providing direct state
support for other services. Others dispute the existence of a municipal
overburden factor since overburden is characteristic of only certain large
city school systems. A recent U.S. Office of Education study, Finances of
Large City School Systems, found that *. . . formulas for distribution of statc
revenues . . . . did not discriminate against large-city school systems per sc
but did opcrate to the disadvantage of city school systems having certain
characteristics not identificd in this study. Therefore, it is concluded that
the distribution of state revenues may fail to consider the special nceds
of any school system in the state and not militate solely against city school
systems in favor of the rest of the state.” 24

Altering nced or ability may change significantly the districts’ relative
wecalth and hence their relative position to one another. Tables V and VI
illustrate this shifting. In each of the illustrations, the statc will nced to
put up morc moncy than shown in Table 1V to achicve cqualization.
Further, not only do the other districts change relative to District B but
they also bccome wealthier in relation to the state average.

Determinants of nced and ability must be carcfully evaluated in cach
statc to assurc that insofar as possible the selected mcasures accurately
reflcct local capabilitics. In the course of evaluation the state may discover
that some weightings do not alter the districts’ relative standings. If oper-
ating under cither full state funding or under a joint program with a fixed
cxpenditure amount or with a cciling, the amount may be adjusted upward
for all districts to recognizc these particular cost factors. On the other
hand, if the state finds that local districts arc not directing funds to arcas
of special nceds, it may still choosc to weight pupils even though district
relative wealth is not altered.

Applying cost differentials scts up a system of classification wherein
different kinds of students—handicapped, vocational, disadvantaged—or
districts arc trcated differently. This may, at first glance, appcar suspect
and vulncrable to a Serrano-type ruling. However, this is not the case
sincc Serrano only precludes making the quality of a child's cducation a
function of local district wealth. Indecd, sound cducation policy would
appcar to demand that cducationally relevant differecnces among children
and districts be recognized.
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V. Money and Other Matters

Abandoning a wcalth-discriminatory school financc system rcpresents
a fundamcntal departure from long-standing cducation practice. Such a
change will have far rcaching impact not only in the area of allocation and
taxation but in other areas of cducational policy as well. Some of these
other arcas arc discussed before turning to the question of moncy.

Implications for Educational Concerns

A few of the potential outcomes of restructuring school finance
systems suggested thus far are sct forth below.

Improving school quality. Quality in education like equity in taxation
appears to be a somectime thing which depends on the eye of the beholder.
As resource investment has increased many times over with little apparent
corresponding increase in cducation output, the maxim that morc money
buys better schools has been shaken. Nevertheless, Guthrie, et al., in their
study of Michigan schools, Schools and Inequality, found that the quality
and quantity of a varicty of school service components make a difference
in students’ performance, and adequate provision of these services is denied
children from poor familics. This holds truc for entire school districts which
contain a clustering of poor familics, for individual schools which enroll
large numbers of poor children, and for individual students from poor
familics rcgardless of where they attend school.?* On the basis of thesc
findings, any plan which dirccts more funds into poor districts would
presumably bring about improvement in the quality of education. _

Another concern which is often cxpressed, particularly in relation to
full state funding, is that uniform cxpenditures and a lcveling down of the
entire public school offcring may result. While this may occur when legis-
lation is finally cnacted, thus far nonc of the proposed plans has cndorsed
such an approach.

Community Control and Participation. States exercise varying degrees
of control over local school systems. The degree of control is not now
correlated with the amount of moncy which comes from the state. Probably
some states should cxcrcisc less control and others more. Neverthcless, it
will be necessary to pay carcful attention to continuation or establishment
of vehicles for determining legitimate local policy decisions. Depending on
the size of the districts, there may be need for only the district board. On
the other hand, community boards or even school parent advisory councils
may be required in somce instances.

School District Organization. Thc organization of school districts
determines the variation in wecalth among districts. The impctus for
climination of small school districts, of which therc arc several in most
states (sec Tablc VII) will be significantly enhanced. Small districts make
less efficient usc of cducation dollars. They also tend to widen the range of
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relative wealth within the state and, therefore, demand a larger input from
statc tax sources under a joint finance program to achicve equalization.
Beyond consolidation of small districts the entirc organizational structure
may be affected. For instance, very large taxing and special service units
may be created. Where distances or topography prohibit schools large
enough for a varied cducational offering, service units could provide mobile
specialists in such arcas as art, music, language, higher mathematics.
Regional service units might also cstablish centers for instructing those
students in necd of particularly cxpensive programs. The New York State
plan under study comtemplates the development of these types of regional
centers in order to provide aid-in-kind rather than additional moncy.

Capital Expenditures, While this rcport and the current litigation
discuss variations in terms of current expenscs, cquity would appear to
require equalization of the whole school offering, including capital cxpendi-
tures. An amicus attorney in the Serrano case, Stephen Sugarman, fecls
that there may be more litigation if capital expenditures are not included
in the final court order.

Desegregation. The impact of restructuring school finance appears
to lie in the removal of certain cconomic restraints. For instance as regards
open housing, a common argument against locating low income housing in
suburban devclopments is that such developments overload the schools with
children but fail to make a commensurate contribution to the local tax base.
This argument would no longer be valid. A rcformed system may also
help make metropolitan-arca-wide districts more feasible since the differ-
ences in local tax bases would no longer mitigate against merger of the
districts involved.

Accountability. States lack capacity for detcrmining concrete educa-
tion goals and for cvaluating levels of performance. Yet reformed school
finance structures place squarely on the statc primary fiscal responsibility
for the largest single state and local expenditure item—public clementary
and sccondary cducation. Efficicnt use of school dollars is impcrative.
Development of statewide systems of information and relevant mcasures
of performance will be cssential to informed decision-making.

The Question of Money

Additional funds for financing cducation will certainly be required
in any attempt to attain equalization. How much in additional funds
depends on the extent of discqualization in any given state's program and
on how the state chooses to correct it.

In 1970-71 estimated total current expenditures for elementary and
sccondary schools amounted to approximately $36 billion. If the states
raised expenditures in all systems to the 90th percentile for example,
approximately $5 billion additional would be necded. This assumes similar
statewide distributions as in 1966-67 in levels of expenditures at selected
percentiles. (Data is given in Table 1I.)
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As previously noted, the courts have not ruled the property tax
unconstitutional. Indeed states would find it extremely difficult to achieve
cqualization and find replacement funds for the approximately $20 billion
currently derived from local property taxation. The tax undoubtedly will
continue to be a major source of school revenue.

Presumably states which choose full state funding would tax property
at the state level: those continuing under a joint support program would
continue the current methods of locally imposed taxes on property. In
cither case, property tax reform is needed to make it a more tolerable
and cquitable tax instrument.

The Advisory Commission on Intergovernmental Relations has made
a comprchensive study of the tax and has set out detailed recommendations
to improve assessment practices in its report, The Role of the States in
Strengthening the Property Tqx.

These policy recommendations are based on the following major
assumptions.

1. That the prevailing joint state-local system for administering the
property tax can work with a rcasonable degree of effectiveness
only if the State tax department is given suflicient exccutive
support, legal authonty, and professional stature to insure local
compliance with State law calling for uniformity of tax treatment.

2. That professionalization of the assessment function can be

achicved only if the assessor is removed from the clective process
and sclected ~n the basis of demonstrated ability to appraise
property.

3. That the perennial conflict between State law calling for full value
assessment and the local practice of fractional assessment can be
resolved most expeditiously by permitting local asscssment
officials to asscss at any uniform pcrcentage of current market
value above a specified minimum level provided this poliey is
reinforced with two important safcguards:

a. A full disclosure policy, requiring the State tax department
to make annual county assessment ratio studics and to give

property owners a full report on the fractional valuation policy
adopted by county asscssors.

b. An appeal provision to specifically authorize the introduction

of Statc asscssment ratio data by the taxpayer as evidence in

appeals to review agencics on the issue of whether his assessment

is incquitable.2¢
However, as John Duc noted in the NEFP study, cven with reform
*“additional funds for the financing of education cannot, on any significant
scale, be found in the local property tax, or in cxpansion of local non-
property taxes . . . Due states that the alternative tax sources for
cducation must come “from expanded use of sales and income taxes, plus
reliance on Federal income taxation for Federal grants.” Specifically:

1. Most states can make morc cffective use of sales taxation, by
increcasing the rate to at least 5 percent and ultimately beyond,
and by broadcning the structure to climinate most cxemptions of

e




consumption goods and to include some services. At the same
time, to alleviate burden on the lowest income groups and lessen
opposition to the tax, credit should be given against state income
tax for an amount representing sales tax payments on basic neces-
sary cxpenditures with cash refund when the person has no
income tax liability.

Most states can make more effective use of income taxation, in

some by lowering exemptions, in many states by broadening the

coverage of the tax by reducing deductions and including tax
free income, and by the use of higher rates.

3. The corporate income tax should be the primary general business
levy, replacing gross receipts and capital stocks taxes where these

re still used. Many states can gain substantial revenue by
raising the rate to the median figure.

4. Local sales taxes and, to an cven greater cxtent, local income
taxes arc objectionable in a number of respects and should be
integrated into the state levies, except in unusual circumstances
when one or a few cities require much more revenuc than others.

5. The federal government should continue to rely on personal and

corporatc income taxcs, with some revision in structure, as the

primary sourcc of funds for cducational and other purposcs.®?

John Duec calculated estimates of how much additional revenue, based
on his proposals, the states may gain from:

o

. The sales tax by raising rates to 5 percent, including consumer
services at a 5 pereent rate, and climinating consumer cxemptions;

. The individual income tax by taking the Oregon levy as a model,
with rates from 4 to 10 percent and cxemption of $600 per
person; and

. The corporate inconic tax by imposing a 7 percent rate.

As seen in Table VIII potential revenue 2vailable to the states totals $25
billion, according to Duc’s cstimates, and additional funds required to raise
all districts to a minimum at the 90th percentile totals $5 billion. This data
is presented for the states to assist in assessing the revenue needs and
potential for achicving cqualization.
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V1. Conclusion

“Amecrican public cducation has been given a significant chance for
progress by the doctrinc of the California Supreme Court. Governor
William Milliken of Michigan had worked hard even before the California
dccision for lcgislation to move all school costs to the state budget. The
governors of Minnesota and Ohio appcar to have similar interests, and
Governor Ronald Reagan of California has publicly urged’ statewide
property tax rcform. Perhaps the call from the California court will dclay
state legislative action until the U.S. Supreme Court finally resolves the
Constitutional issucs. Even then, there would be a long period of adjust-
ment and difficulty. Scventeen years have passed since the Supreme Court
handed down the Brown decision, and the schools are still in the process
of descgregation.

“Educators and laymen concerned about the schools should get to
work now to cnsurc that no such anguished chasm develops between the
promisc of the California doctrine and its fulfiliment.”28




A TRMI N e e n vy

13.
14.

15.

REFERENCES

. Opinion, Serrano, et al. v. Priest, et al. Supreme Court of State of Cali-

fornia, August 30, 1971.

Section adapted from R. L. Johns, “State Financing of Elementary and
Sccondary Education,” Council of Chief State School Officers, Education
in the States: Nationwide Development Since 1909. Washington: National
Education Association, 1969.

Ellwood P. Cubberley, School Funds and Their A pportionment. New York :
Teachers College, Columbia University, 1905.

Harlan Updegraff, Rural School Survey of New York State: Financial
Support. Ithica: By the author, 1922,

George D. Strayer and Robert Murray Haig, The Financing of Education
in the State of New York. Report of the Educational Finance Inquiry
Commission, Vol. I. New York: MacMillan Company, 1923.

Ibid.

Stepehen K. Bailey, Richard T. Frost, Paul E. Marsh and Robert C. Wood,
Schoolmen and Politics: A Study of State Aid to Education in the North-
east. Syracuse: Syracuse University Press, 1962.

Paul R. Mort, The Measurement of Educational Need. New York: Teach-
ers College, Columbia University, 1924.

Henry C. Morrison, School Revenue. Chicago: University of Chicago
Press, 1930.

Paut R. Mort and Research Staff, State Support for Public Education.
Washington: American Council on Education, 1933.

Full discussions of legal approaches are in:

Arthur E. Wise, Rich Schools, Poor Schools: The Promise of Equal Edn-
cational Opportunity. Chicago: University of Chicago Press, 1969.

John E. Coons, Witliam H. Clune 111, and Stephen D. Sugarman, Private
Wealth and Public Education. Cambridge, Massachusetts: Balknap Press,
1970.

Harold W. Horowitz and Diana L. Necitring, “Equal Protection Aspects
of Inequalitics in Public Education and Public Assistance Programs from
Place to Place Within a State.” UCLA Law Review, April, 1968

David L. Kirp, “The Constitutional Dimensions of Equal Educational
Opportunity,” Harvard Educational Review, Fall, 1968.

The California Court quoted John E. Coons, William H. Clune 111, and
Stephen D. Sugarman, “Educational Opportunity: A Workable Constitu-
tional Test for State Finuncial Structure.” California Law Review, April,
1969.

Opinion, Serrano v. Priest, Op. cit.

Advisory Comimission on Intergovernmental Relations, State Aid to Local
Govermment. Washington: The Commission, 1969.

Citizens Comimission on Maryland Government, A Responsible Plan for
the Financing, Governance and Evaluation of Maryland's Public Schools.
Baltimore: The Commission, 1971.

Reported in The Challenger, Vol. 1, no. 19, -\lbany: New York State
Teachers Association, February, 1972.

4 3 46




O e

17.

18.

21.

22,

23.

24,

25.

26.

27.

28.

Eugene P. McLoone and Forrest W. Harrison, “New Studies in School
Finance and Their Implications,” A Financial Program for Today's
Schools, Proceedings of the Seventh National Conference on School
Finance. Washington: NEA Committee on Educational Finance, 1964.

H. Thomas James, “The Conditions for Educational Equality: State Aid
Models to Achicve Equality,” a paper prepared for the Schoolmen’s Day
Program, December, 1971.

. Section adapted from Eugene P. McLoone, “Modernizing State School

Finance Programs: Six Selected Areas,” Interdependence in School Fi-
nance. the City—the State—the Nation. Proceedings of the Eleventh
National Conference on School Finance. Washington: NEA Committee
on Educational Finance, 1968.

Full discussion of percentage equalizing is found in Charles S. Benson,
The Cheerful Prospect. Boston: Houghton Mifflin Company, 1965.

Full discussion of power equalizing is found in Coons, et al., Private Wealth
and Public Education.

Roe L. Johns, et al., Aliernative Programs for Financing Education, Vol. 5.
Gainesville, Florida: National Educational Finance Project, 1971.

Joel S. Berke, Robert J. Goettel, Ralph Andrew, “Equity in Financing New’
York City’s Schools: The Import of Local, State, and Federal Policy.”
Policy Institute, Syracuse University Research Corporation, 1971,

Lynn H. Fox and Gordon E. Hurd, Finances of Large City School Systems:
A Comparative Analysis. Washington: U.S. Government Printing Office,
1971.

James W. Guthrie, George B. Kleindorfer, Henry M. Levin, and Robert T.
Stout, Schools and Inequality. Washington: The Urban Coalition, 1969.

Advisory Commission on Intergovernmental Relations, The Role of the
States in Strengthening the Property Tax, Vols. 1 and 1. Washington: The
Commission, 1963.

John F. Due, “Alternative Tax Sources for Education,” Economic Factors
Affecting the Financing of Education, Vol. 2. Gainesville, Florida:
National Educational Finance Project, 1970.

Harold Howe 1, “*Anatomy of a Revolution,” Saturday Review: November
20, 1971.

i




